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Industry View 
Cautious 



Stock Rating 
Overweight 



Price Target 
$450.00 



Netflix 4Q results reinforced our bullish view on the stock, and that 
the recent pull-back in shares is a buying opportunity. We were 
encouraged by the U.S. and int'l subscriber strength, long-ternn 
expansion and nnargin plans, and raise estinnates and our PT to $450. 

Built to scale: In last June's initiation, we highlighted the benefits to Netflix's 
growing scale as a barrier to entry in Internet video and as an acquirer of 
content. The stronger sub trends in 4Q results and IQ guidance support our 
view of this growing scale advantage, as do Netflix's goal to accelerate and 
complete its global expansion by 2017 - ahead of plan. This growth is coming 
along with a healthy scaling of profits, as near- and long-term U.S. margin 
expansion guidance is in line with our view of operating leverage. We believe 
this scale advantage allows it to source content locally and globally on a more 
efficient basis than its competitive set. Netflix's view that ARPU should grow 
annually also foots with our view of pricing power for this streaming service. 

U.S. subscriber outlook - raising near-term estimates: Netflix beat its 4Q 
net adds expectations as churn continued to fall and YoY trends in gross adds 
improved, but it acknowledged the "law of large numbers" reality of its 
~40mm U.S. sub base. While we are raising our sub addition outlook in the 
U.S., we still expect net adds to fall YoY going forward. 

International plans - pressing the bet: Netflix beat 4Q int'l adds, with IQ 
guidance also ahead of expectations. It will raise another $lbn in debt to help 
fund the last 2 years of its int'l expansion. We have Australia and New Zealand 
in 1Q15 (announced), with Spain, Italy, and Portugal (not announced) in 3Q15. 
Beyond these markets, our estimates also assume expansion into another 
50mm addressable broadband HHs in 3Q15 (contributing l-2mm incremental 
subs by YE15), which we believe will drive expense levels implied by NFLX's 
2015 EBIT guide. Japan and South Korea are potential candidates, in our view. 

Margin expansion outlook broadly in line: Our OW thesis also reflects our 
view that at scale, NFLX can have higher EBIT margins vs. capital-intensive 
incumbent distributors (cable/sat/teico) but below high-margin cable nets. 

Changes to estimates: We are lifting 2015 U.S. net adds (3.9mm to 4.6mm), 
as well as int'l net adds (7.6mm to 9.5mm). We attempt to capture the 2015 
int'l expansion in our estimates, but note that EBIT risk is likely to the 
downside. We are not layering in today additional launches in 2016, although 
we know more are coming. Our DCF-driven price target moves from $425 to 
$450, or 14x 2021E EBITDA discounted back, with the U.S. and int'l businesses 
valued at ~$17bn and $10.5bn YE15 EV respectively. 



Netflix Inc(NFLX.O,NFLXUS) 



Media / United States of America 
Stock Rating 
Industry View 
Price target 

Shr price, close (Jan 20, 2015) 
Ml<t cap, curr (mm) 
52-Weel< Range 



Overweight 
Cautious 
$450.00 

$348.80 
$21,536 
$489.29-299.50 



Fiscal Year Ending 

ModelWare EPS ($) 
Prior ModelWare EPS 
($) 

EPS ($)** 
Prior EPS ($)** 

Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare framework 
** = Based on consensus methodology 
e = Morgan Stanley Research estimates 



12/14 


12/15e 


12/16e 


12/17e 


4.32 


1.09 


4.54 


8.72 


3.39 


4.84 


7.40 


10.18 


4.32 


1.09 


4.54 


8.72 


3.39 


4.84 


7.40 


10.18 



Morgan Stanley does and seeks to do business with 
companies covered in Morgan Stanley Research. As a result, 
investors should be aware that the firm may have a conflict 
of interest that could affect the objectivity of Morgan 
Stanley Research. Investors should consider Morgan 
Stanley Research as only a single factor in making their 
investment decision. 

For analyst certification and other important disclosures, 
refer to the Disclosure Section, located at the end of this 
report. 
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Risk Reward 



We see upside to NFLX shares at current valuation levels 



$ 800 



$675 00 (+94%) 




Jul-13 

♦ Price Target (Jan-16) 

Source: Thomson Reuters (historical share price data), Morgan Stanley Research estimates 



Jan.14 Jul-14 
^—Historical Stock Performance 



Jan-15 Jul-15 
• Current Stock Price 



Jan-16 



Price Target $450 



Our $450 PT reflects our base case DCF valuation. 



Bull $675 

Based on our bull case DCF 
valuation ~14x EV/2021 bull 
case EBITDA, discounted back 
YE15 



Base $450 

Based on our base case DCF 
valuation ~14x EV/2021 
base case EBITDA, discounted 
back YE15 



Bear $200 

Based on our bear case DCF 
valuation 



Successfully leveraging content investments to drive sub 
growth, reaching ~140M global streaming subs by 2020. 

Total donnestic streaming subscribers grow to ~45M by YE15 and 
reach 65-70M in 2020E. Donnestic streaming contribution margins 
expand slightly faster vs. our base case, reaching -40% in 2018. 
Total international subscribers reach 70-75M by 2020E on 
successful penetration of newer markets. NFLX begins buybacks in 
'17E, increasing financial capacity, raising gross leverage to ~3x 
over time. 

Domestic and international subscriber bases reach 55-60M 
each by 2020E. Total domestic streaming subscriber base grows 
to 55M by 2020E. Domestic streaming contribution margins 
expand ~200bp p.a. toward -40% by 2020E. Internationally, 
NFLX's expansion into additional territories drives total non-US 
subscribers to reach ~60M in 2020E, representing nearly 20% 
penetration of broadband homes in addressable markets. 
International contribution margins improve and reach profitability 
in '17E (our estimates exclude new launches in 2016). NFLX begins 
buybacks in '17E and keeps long term gross leverage at ~2.5x. 



Elevated churn domestically and challenging penetration into 
international markets. Total domestic streaming subscribers are 
flat to down slightly in 2016 as the price increase takes effect for all 
members, with modest growth thereafter to ~45M by 2020E. 
Domestic ARPPU (average revenue per paid user) remains flat in 
'17-20E, and longer-term domestic contribution margins stabilize 
at around 30-35%. International streaming subs grow to ~50M by 
YE2020 due to slower penetration in tougher markets like Latin 
America, Germany. Int'l contribution margins turn positive in 2018. 



Why Overweight? 

■ We believe share performance is highly dependent 
on increasing global membership scale. Proven 
success in the US and initial int'l markets provides 
a roadmap to success in new markets, and scale 
should allow NFLX to leverage content 
investments and drive margins. 

■ Higher global broadband penetration should 
increase NFLX's addressable market, driving 
member growth and providing further opportunity 
for new market launches 

■ Longer term we see ability to raise debt, given 
subscription-based revenue. 

Key Value Drivers 

■ Domestic subscriber growth and contribution 
margins 

■ International subscriber growth and performance 
in recent and upcoming markets (launched in 
Germany / France in September 2014, Australia / 
New Zealand in early 2015, more to be announced 
in 2015/2016) 

■ Impact of recently announced pricing increases on 
member churn through 2016 

■ Ability to maintain exclusive content offering to 
differentiate product from competitors, and to a 
lesser extent, success of original programming 

Potential Catalysts 

■ Further integration with MVPD offerings 

■ Success in int'l markets, announcement of new 
market launches 

■ Success of original programming 

■ Announcement of long-term agreements securing 
exclusive quality content 

Risks to Achieving Price Target 

■ Pricing increases drive elevated churn 

■ Increased competition drives higher pricing for 
exclusive content lowering margins, potentially 
member growth 
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Changes to our estimates and bull, bear, base scenarios 



Exhibit 1: NFLX: Prior vs. Current for 1Q15E 




(USD millions) 




1Q1SE 










Prior 


Current 


Change 


% Change 


Notes 


Domestic Streaminq 












Total members at end of period 


40 44 


4091 


047 


1.2% 


Guidance: 40.91mm subscrit}ers 


Paid members at end of period 


38 82 


39 79 


0.96 


2.5% 


Guidance: 39. 79mm subscribers 


% YoY Paid growth 


12 9% 


15 7% 


2.8% 






Total Net Adds 


1 37 


1 80 


0.43 


31.0% 


Guidance: 1.80mm 


Paid Net Adds 


1 21 


209 


088 


72.6% 




ARPPU 


$8 31 


$8 37 


$0.06 


0.8% 




/o TOY growin 


3.1% 


3 9% 


0.8% 






Revenues 






$20 5 


2 1% 


Guidance: $973M 


Cost of revenues 


$588 6 


$5958 


$72 


1.2% 




Marketing 


$84 3 


S84 3 




0.0% 




Contribution profit 


$279.4 


$2927 


$13.2 


4.7% 


Guidance: $293M 


% margin 


29.3% 


30.1% 


0 7% 




Guidance: 30.1% 


International StreaminQ 












Total members at end of period 


19 92 


20 52 


0 60 


3.0% 


Guidance: 20.53mm subscnbers 


Paid members at end of penod 


18 35 


19 17 


082 


4.5% 


Guidance: 19 18mm subscnbers 


% YoY growth 


56 1% 


63 1% 


7.0% 


12.5% 




Total Net Adds 


1 93 


2 25 


0.32 


16.6% 


Guidance: 2.25mm 


Paid Net Adds 


1 85 


2 40 


0 55 


29.7% 




ARPPU (in USD) 


$7.40 


$7 67 


0.27 


3.6% 




% YoY growth 


-9 0% 


-5 7% 


3 3% 






Revenues 


$385 0 


$422 1 


$37.0 


9.6% 


Guidance: $425M 


Cost of revenues 


$361.2 


$3956 


$34.3 


9.5% 




Marketing 


S88 • 


S88 1 




0.0% 




Contnbution profit 


($64.3) 


($61.6) 


$27 


-4.2% 


Guidance (S62M) 


% margin 


-16.7% 


-14.6% 


2.1% 




Guidance: -14.6% 


Domestic DVD 












Total members at end of period 


5 76 


563 


(0 13) 


-2.3% 




Paid members at end of period 


564 


551 


(013) 


-2.3% 




% YoY growth 


■13.3% 


■15 3% 


-2.0% 






Total Net Adds 


(016) 


(014) 


002 


-11.5% 




Paid Net Adds 


(0.16) 


(0.15) 


0.00 


-1.0% 




Revenues 


$177,0 


$1730 


$(4 0) 


-2.2% 




Cost of revenues 


$94.1 


$94,1 


— 


0.0% 




Marketing 


SI 5 


SOO 


$(15) 


-100.0% 




Contnbution profit 


$81.4 


$78.9 


5(2 5) 


-3.0% 




% margin 


46.0% 


45.6% 


-0.4% 






Consolidated 












Revenues 


$1,514.3 


$1,567.8 


$53.5 


3.5% 




Cost of revenues 


$1,043.9 


$1,085.5 


$41.6 


4.0% 




Marketing 


$173.9 


$1724 


S(1 5) 


-0.9% 




Contribution profit 


$296.5 


$310.0 


$13.5 


4.5% 




% margin 


19.6% 


19.8% 


02% 






Tech & Development 


$1295 


$1362 


$66 


5.1% 




G&A Expenses 


$56,0 


$94.1 


$38.1 


68.0% 


reflects increase related to adjustments in market compensation 


Other Expenses 


SOO 


$0.0 




NM 




Operating Income 


$111.0 


$79.7 


$(31 2) 


-28.2% 


Guidance: $79M 


Interest Expense 


$13.2 


$20.0 


$6.8 


51.3% 


Assuming $1bn debt raised in 101 5 


Other Income (Expense) 


SI 8 


$23 


$0.5 


NM 




Tax Provision 


$36 8 


$229 


$(139) 


-37.7% 




Net Income 


$62.7 


$39.1 


$(23.7) 


-37.7% 


Guidance: $37M 


Diluted Shares 


62 6 


62 2 


S(04) 


-0.7% 




EPS • GAAP 


$1.00 


$0.63 


S(0.4) 


-37.0% 


Guidance: $0.60 



Source: Morgan Stanley Research estimates. NM =Not meaningful 



3 



Morgan Stanley 



Netflix Inc | January 21, 2015 
MORGAN STANLEY RESEARCH 



Exhibit 2: NFLX: Prior vs. Current for FY15E 



(USD million*) 




201 SE 








Pnor 


Current 


Change 


% Change 












Total members at end of penod 


4300 


4368 


0.68 


16% 


Paid members at end of penod 


41 28 


42 15 


087 


2 1% 


% YoY Paid growtti 


9 8% 


f f a*/o 


2.1% 




1 oiai iNei nuus 


394 


4 57 


063 


16 1% 


Paid Net Adds 


367 


446 


0.79 


21 4% 


ARPPU 


S8 40 


$8 39 


(0 OO) 


-0 1% 


% YoY growth 


3 1% 


3 0% 


-0.1% 




Revenues 


$3,951 8 


$4,028 9 


$77 1 


2 0% 


Cost of revenues 


$2,457 3 


$2.472 9 


$156 


0 6% 


Marketing 


S299 1 


S315 1 


$160 


5 3% 


Contribution profit 


$1,195.4 


$1,241 0 


$45 5 


3 8% 


% margin 


30.2% 


30 8% 


0 6% 




InttmMtionMl StrMffi/no 










Total rr>embers at end of penod 


2561 


27 78 


2.17 


8 5% 


Paid members at end of penod 


23 96 


26 01 


206 


8 6% 


% YoY growth 


45 2% 


55 0«/o 


9.9% 


21 9% 


Total Net Adds 


7 61 


9 51 


1 89 


24 9% 


Paid Net Adds 


7 45 


9 24 


1.78 


23 9% 


ARPPU 


$7 69 


$7 81 


0.12 


15% 


% YoY growth 


-5S% 


-5 5% 


0.2% 




Revenues 


$1.858 4 


$2,002 5 


$144.1 


7 8% 


Cost of revenues 


$1,652 8 


$1,902 3 


$2495 


15 1% 


Marketing 


$359 7 


$497 6 


$137 9 


38 3% 


Contnbution profit 


($154.1) 


($397.4) 


S(243 3i 


157.9% 


% margin 


-8 3% 


-198% 


-11.6% 




Domestic DVD 










Total members at end of period 


528 


506 


(022) 


•4.1% 


Paid members at end of penod 


5 17 


496 


(0.21) 


-4.1% 


% YoY growth 


■10 7% 


■12 5% 


-17% 




Total Net Adds 


(0.64) 


(0 70i 


(0.07) 


107% 


Paid Net Adds 


(0 62) 


(0 711 


(008) 


133% 


Revenues 


$671 5 


$655 9 


$(156) 


-23% 


Cost of revenues 










Marketing 


S6 C 


sc c 


$(60) 


•100.0% 


Contnbution profit 


$295 8 


$275 0 


$(20 8) 


•70% 


% margin 


44.0% 


419% 


-2.1% 




C0f1S0U</9t9d 










Revenues 


$6,461.7 


$6,687.3 


$205.6 


3.2% 


Cost of revenues 


$4,479.8 


$4.7561 


$2763 


62% 


Marketing 


$664 8 


$8127 


$1479 


22 2% 


Contnbution prof t 


$1,337 1 


$1.1166 


S(218 5i 


-163% 


% margin 


20 6% 


16 7% 


-39% 




Tech & Development 


$5492 


$571 6 


$22 5 


4 1% 


G&A Expenses 


$255 3 


$350 0 


$94 7 


37 1% 


Other Operating Expenses 


$0 0 


$0 0 




NM 


Operating Income 


$532.6 


$196.9 


$(335 71 


-63 0% 


Interest Expense 


S52 9 


S96 6 


$438 


82 7% 


Other lncon>e (Expense) 


S7 2 


$9 0 


$19 


NM 


Tax Provision 


S180 2 


$40 4 


$(139 71 


-77 6% 


Net Income 


$306.7 


$68.8 


S(237 9i 


-77 6% 


Diluted Shares 








00% 


EPS • GAAP 


$4.84 


$1.09 


S(3 8i 


-77 5% 



Better than expected gross adds in 2015 



Assumes 450bps margin expansion in 1H15. -250bps YoY expansion in 2H15 



Includes -2.5nvn subs from estimated 2015 new launches 



Assume 2015 new launches weigh on mtl contnbution profits near-term 



Guided to down YoY vs -$400M m 2014 (due to '15E launches) 
Assuming $1bn debt raised in 1Q15 



Source: Morgan Stanley Research estinnates. Note: Our estimates include market launches in Australia and New Zealand in 1Q15; Spain, Portugal, and 
Italy in 3Q15; as well as another 50mm in addressable broadband homes in 3Q15. 
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Exhibit 3: NFLX: Prior vs. Current for FY16E 



(USD millions) 




201 BE 










Prior 


Current 


Change 


% Change 


Notes 


Domestic Streamino 












Total members at end of period 


43 72 


46 1 


2 44 


5 6% 




Paid members at end of period 


1 97 


44 32 


2.35 


5.6% 




% YoY Paid growth 


• 7% 


5 1% 


3.5% 






Total Net Adds 


0 72 


248 


1.76 


245.1% 




Paid Net Adds 


069 


2 16 


1.47 


213.4% 




ARPPU 


$8 90 


58 85 


(0 05) 


-0.5% 




% YoY growth 


6 0% 


5 5% 


-0.5% 






Revenues 


$4,445.8 


54,593.3 


$147.5 


3.3% 




Cost of revenues 


52,669 5 


52,774 0 


$104.5 


3.9% 




Marketing 


S317 0 


S334 0 


516 9 


5.3% 




Contribution profit 


$1,459.3 


$1.485 4 


526 1 


1.8% 




% margin 


32.8% 


32.3% 


-0 5% 






International Streamina 












Total members at end of period 


32 33 


35.86 


3.53 


10.9% 




Paid members at end of period 


30 53 


33 88 


3 34 


1 1 .0% 




% YoY growth 


27 4% 


30 2% 


2.8% 


10.1% 




Total Net Adds 


6 72 


8 07 


1.35 


20.1% 




Paid Net Adds 


6 58 


7 86 


1 29 


19.6% 






$7 96 


$8 09 


0 13 


1 6% 




% YnY nrn<Mih 

/O TUT ^lUWlll 


3 4% 


3 5% 


0 1% 






Revenues 


$2 551 6 




$292 9 


1 1 5% 






52 246 1 


52 407 3 


$161 2 


7 2% 




Marketing 


S395 7 


S54 7 4 


$151.7 


38.3% 




Contribution profit 


($90.2) 


($110.2) 


5(20 0) 


22.2% 




vo iiiaiyiii 


-3 5% 


-3 9% 


-0 3% 






Domestic DVD 












Total members at end of period 


484 


462 


(022) 


-4.5% 




Paid members at end of period 


474 


452 


(0.21) 


-4.5% 




% YoY growth 


■8.4% 


■8 8% 


-04% 






Total Net Adds 


(044) 


(0 45) 


(000) 


0.6% 




Paid Net Adds 


(0.44) 


(0.44) 


(0.00) 


0.6% 




Revenues 


$618.1 


$591 5 


$(266) 


-4.3% 




Cost of revenues 


$3428 


$3533 


$10.5 


3.1% 




Marketing 


S4 0 


500 


$(40) 


-100.0% 




Contnbution profit 


$271.3 


$238.2 


$(33 2) 


-12.2% 




fO iilaiyiil 


43 9% 


40 3% 


-3 6% 






Consouaated 














$7 615 5 


$8 029 2 


$413 8 


5 4% 




Oost of revenues 






$276 2 


5 3% 




ivial Vxdli 1^ 


5716 7 


5881 3 


$164 7 


23 0% 




Contribution profit 


51 640 5 


51 613 4 




-1 7% 




% rndTQin 


21 5% 


20 1% 


-1 4% 






Tech & Development 


55788 


5662 4 


$836 


14.5% 




G&A Expenses 


$266.5 


$401.5 


$134.9 


50.6% 




Other Operating Expenses 


$00 


500 




NM 




Operating Income 


$795.1 


$549.5 


$(2456) 


-30.9% 




Interest Expense 


S52.9 


5102.9 


$50.0 


94.6% 




Other Income (Expense) 


$11.0 


5154 


$4.4 


NM 




Tax Provision 


5278 7 


5171 0 


$(107 7) 


-38.7% 




Net Income 


$474.5 


$291.1 


$(183 5) 


-38.7% 




Diluted Shares 


64 2 


64 2 




0.0% 




EPS • GAAP 


$7.40 


$4.54 


S(2 9) 


-38.6% 




Source: Morgan Stanley Researc 


h estimates. Note 


: Our estima 


tes include 


market lau nches 


n Australia and New Zealand in 1Q15; Spain, Portugal, and 


Italy in 3Q15; as well as another 


50mm in address 


able broadb 


and homes 


in 3Q15. 
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Exhibit 4: NFLX Base, Bear, and Bull Scenarios 

NFLX Scenarios 



[Base Case 





2014 


201 5E 


2016E 


2017E 


2018E 


2019E 


2020E 






EPS 




S- i'U 






:•: )■]■]■ 




$>'() ')H 


Current Price 


$348 80 


% growth 


137% 


-75% 


317% 


92% 


54% 


49% 


35% 


Implied EV / fwd Revenue 


32x 


Revenue 


$5,505 


$6,687 


$8,029 


$9,193 


$10,362 


$11,557 


$12,681 


Implied EV / fwd EBITDA 


587x 


% growth 


26% 


21% 


20% 


14% 


13% 


12% 


10% 


Upside / downside 


29% 


Contnbutlon Profit 


$1,145 


$1,119 


$1,613 


$2,129 


$2,674 


$3,355 


$4,000 






Margin (%) 


21% 


17% 


20% 


23% 


26% 


29% 


32% 






Operating Income 


$403 


$197 


$549 


$980 


$1,457 


$2,083 


$2,681 


Scenario Price Target 


$450 


% growth 


78% 


-51% 


179% 


78% 


49% 


43% 


29% 


Implied EV / fwd revenue 


38x 


Margin (7oj 
















impiiea tv / two cdi i ua 




YE cash 


$1,114 


$1,907 


$1,850 


$750 


$750 


$750 


$750 


YE15E FMV per share 


$452 


Share repurchases 


$0 


$0 


$0 


$2,000 


$2,100 


$2,205 


$2,315 






Gross debt / EBITDA 


20x 


7 3x 


3 1x 


24x 


26x 


24x 


22x 






Domestic Streamina 




















Total Subscntiers 


39 1 


43 7 


46 2 


48 9 


51 2 


53 3 


55 2 






% growth 


17 0% 


11.7% 


5.7% 


5.9% 


4.8% 


4 1% 


3.7% 






ARPPU 


$8 14 


$8 39 


$8 85 


$9 09 


$9 34 


$9 59 


$9 85 






% growth 


2.2% 


3.0% 


5.5% 


2.7% 


2.7% 


2.7% 


2.7% 






Revenue 


$3,431 


$4,029 


$4,593 


$4,978 


$5,398 


$5,818 


$6,221 






Contnbutlon Profit 


$936 


$1 .241 


$1 ,485 


$1 ,700 


$1 ,942 


$2,198 


$2,446 






Contnbution margin (%) 


27.3% 


30.8% 


32.3% 


34.1% 


36.0% 


37.8% 


39.3% 






International Streamina 




















Total Subscribers 


18 3 


27 8 


35 9 


42 7 


49 6 


55 8 


61 1 






^/o growth 


67.2% 


52.0% 


29.1% 


19.1% 


16 1% 


12.6% 


9.5% 






ARPPU 


$8 ?7 


$7 81 


$8 09 


$8 32 


$8 52 


$8 72 


$8 93 






% growth 


2.6% 


-5.5% 


3.5% 


2.9% 


2.4% 


2.3% 


2.3% 






Contribution margin (%) 


-12.2% 


-19.8% 


-3.9% 


5.9% 


12.1% 


18.6% 


23.1% 






[Bear Case 














1 








2014E 


201 5E 


2016E 


201 7E 


201 BE 


2019E 


2020E 






EPS 


$4 32 


$0 08 


$1 89 


$3 75 


$5 23 


$6 90 


$8 53 


Current Price 


$348 80 


% growth 


137% 


-98% 


2263% 


98% 


39% 


32% 


24% 


Implied EV / fwd Revenue 


32x 


Revenue 


$5,505 


$6,594 


$7,652 


$8,195 


$8,696 


$9,207 


$9,674 


Implied EV / fwd EBITDA 


98 5x 


% growth 


26% 


20% 


16% 


7% 


6% 


6% 


5% 


Upside / downside 


-42 7% 


Contnbutlon Profit 


$1,145 


$1,058 


$1,359 


$1 ,602 


$1,802 


$2,024 


$2,239 






Margin (%) 


21% 


16% 


18% 


20% 


21% 


22% 


23% 






Operating Income 


$403 


$96 


$280 


$471 


$624 


$797 


$965 


Scenario Price Target 


$200 


% growth 


78% 


-76% 


191% 


68% 


32% 


28% 


21% 


Implied EV / fwd revenue 


1 7x 


Margin (%) 


7.3% 


15% 


3. 7% 


5. 7% 


7. 2% 


8. 7% 


10.0% 


Implied EV / fwd EBITDA 


55. 3x 


YE cash 


$1,114 


$1,816 


$1,681 


$1,521 


$1,695 


$2,121 


$2,708 


YE15E FMV per share 


$204 


Share repurchases 


$0 


$0 


$0 


$0 


$0 


$0 


$0 






Gross debt / EBITDA 


2 Ox 


12 Ox 


55x 


3 5x 


2 7x 


2 2x 


1 8x 






Domestic Streamina 




















Total Subscnbers 


39 1 


426 


42 5 


43 1 


43.6 


44.1 


44.5 






% growth 


170% 


8 8% 


-0.2% 


14% 


12% 


11% 


1 0% 






ARPPU 


$8 14 


$8 38 


$8 84 


$8 84 


$8 84 


$8 84 


$8 84 






% growth 


2.2% 


2.8% 


5.5% 


0.0% 


00% 


0.0% 


0.0% 






Contnbution margin (%) 


27 3% 


31 2% 


31.4% 


32.0% 


33 2% 


33 8% 


34.5% 






International Streamina 




















Total Subscnbers 


183 


27 1 


334 


38 1 


426 


47 3 


51 4 






% growth 


67.2% 


48.0% 


23.3% 


14.3% 


117% 


10 9% 


8 7% 






ARPPU 


$827 


$7 82 


$8 12 


$8 19 


$821 


$8 22 


$821 






% grov^h 


26% 


-54% 


3 8% 


09% 


0 3% 


0 1% 


-0 1% 






Contnbution margin (%) 


-12 2% 


-23 0% 


-8.8% 


-0 1% 


3 7% 


7.6% 


10 7% 






iBull Case 














1 








2014E 


201 5E 


2016E 


2017E 


2018E 


2019E 


2020E 






EPS 


$4 32 


$2 03 


$7 02 


$12 96 


$20 08 


S30 05 


$42 06 


Current Price 


$348 80 


% growth 


137% 


-53% 


246% 


85% 


55% 


50% 


40% 


Implied EV / fwd Revenue 


3 1x 


Revenue 


$5,505 


$6,790 


$8,423 


$9,916 


$11,391 


$12,874 


$14,285 


Implied EV / fwd EBITDA 


425x 


% growth 


26% 


23% 


24% 


18% 


15% 


13% 


11% 


Upside / downside 


93 5% 


Contnbution Profit 


$1,145 


$1,173 


$1,850 


$2,571 


$3,320 


$4,207 


$5,067 






Margin (%) 


21% 


17% 


22% 


26% 


29% 


33% 


35% 






Operating Income 


$403 


$292 


$801 


$1,401 


$2,061 


$2,862 


$3,653 


Scenario Price Target 


$675 




78% 


-28% 


175% 


75% 


47% 


39% 


28% 


Implied EV / ^A/d revenue 


5 6x 


MdrQtn (^^) 


7.3% 


4 3% 


9 5% 


14. 1% 


18 1% 


22 2% 


25 6% 


Implied EV / fwd EBITDA 


83 5x 


YE cash 




$2,022 


$2,202 










VP1<^P PM\/ r\or charo 

Tc IOC rMv per snare 


$680 


Share repurchases 


$0 


$0 


$0 


$3,500 


$4,000 


$4,000 


$4,000 






Gross debt / EBITDA 


2. Ox 


5 4x 


2 2x 


2 3x 


3 Ox 


3. Ox 


3. Ox 






Domestic Streamina 




















Total Subscnbers 


39 1 


453 


50 7 


559 


60 1 


639 


674 






% growth 


17 0% 


15 8% 


119% 


10 4% 


7 5% 


63% 


54% 






ARPPU 


$8.14 


$841 


$8 87 


$9 11 


$9 36 


$961 


$987 






% growth 


22% 


32% 


5 5% 


2.7% 


2 7% 


2 7% 


2 7% 






Contribution margin (%) 


27 3% 


31.1% 


34.3% 


37 8% 


40 7% 


43 1% 


450% 






International Streamina 




















Total Subscnbers 


183 


282 


37.4 


459 


54 9 


63.8 


72.0 






% growth 


67.2% 


54.1% 


32.7% 


228% 


19 6% 


162% 


12 9% 






ARPPU 


$827 


$7 81 


$8.07 


$8 10 


$8 09 


$807 


$8 05 






% growth 


26% 


-5 6% 


34% 


0 4% 


-0 1% 


-0 3% 


-0 2% 






Contnbution margin (%) 


-12 2% 


-18 9% 


-2 5% 


6 5% 


12 5% 


19 2% 


24.0% 







Source:Companydata, iVIorgan Stanley Research. E = Morgan Stanley Research estimates 
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Exhibits: Netflix Fair Market Value 



Netflix, Inc. Model 








(USD millions) 


201 5E 


2016E 


2017E 


Fair Market Value 








Consolidated Operations 








Domestic Streaming 


$16,832.7 


$18,033.4 


$19,180.5 


International Streaming 


$10,726.1 


$12,233.3 


$13,713.2 


Domestic DVD 


$785.6 


$746.4 


$720.3 


Consolidated Asset Value 


$28,344.4 


$31,013.1 


$33,614.0 


Plus! 








Unconsolidated Assets 


$0.0 


$0.0 


$0.0 


Total Asset Value 


$28,344.4 


$31,013.1 


$33,614.0 


Less: 








Debt 


$1,900.0 


$1,900.0 


$2,556.7 


Plus: 








Cash 


$1,906.7 


$1,850.4 


$750.0 


Short-term investments 


$494.9 


$494.9 


$494.9 


Total Fair Market Value 


$28,846.0 


$31,458.3 


$32,302.2 


Total Shares Outstanding 






Ai A 
Ol .O 


Total FMV ner share 


$452 h 


$488 


$523 


Upside to current price 


29.5% 1 


39.9% 


50.0% 


Supplemental Information 








EBITDA 








Domestic Streaming 


$707.1 


$909.3 


$1,117.0 


International Streaming 


($654.8) 


($463.2) 


($211.3) 


Domestic DVD 


$206.7 


$170.8 


$147.0 


Total EBITDA 


$259.1 


$617.0 


$1,052.7 


Asset Value / EBITDA 








Domestic Streaming 


23. 8x 


19. 8x 


17.2x 


International Streaming 


NM 


NM 


NM 


Domestic DVD 


3.8x 


4.4x 


4.9x 


Total Asset Value / EBITDA 


109.4X 


50.3X 


31. 9x 


Asset Value / Forward EBITDA 








Domestic Streaming 


18. 5x 


16.1X 




International Streaming 


NM 


NM 




Domestic DVD 


4.6x 


5.1x 




Total Asset Value / Forward EBITDA 


45.9X 


29. 5x 




Recurring EBITDA 


$259 


$617 


$1,053 


Est. FMV / EBITDA 


1 1 1 .3x 


51 .Ox 


30. 7x 


Est. FMV / Forward EBITDA 


46.8X 


29. 9x 




Per EOP Subscriber 


$416 


$397 


$385 


Per Domestic Subscriber 


$399 


$407 


$409 


Per International Subscriber 


$412 


$361 


$340 


Per EOP Broadband HH 


$76 


$79 


$82 


Per Domestic HH 


$175 


$182 


$189 


Per International HH 


$38 


$41 


$45 



Source: Morgan Stan ley Research estimates 
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Exhibit 6: Netflix Trading Multiples Analysis 



Netflix Inc | January 21, 2015 
MORGAN STANLEY RESEARCH 



Netflix. Inc. Model 
(USD millions) 




Current Price 






Target Price 




2015E 


2016E 


2017E 


201 5E 


201 6E 


2017E 


Trading Multiple Analysis 


Netflix - Stock Price 

Conrjmon Stock - Dilutive Shares Out. 


$348.80 

63 9 


$348.80 

64 5 


$348.80 

61 8 


$450,00 
63.9 


$450.00 
64.5 


$450.00 
61.8 


Total Market Value 


$22,271.0 


$22,491.5 


$21,541.8 


$28,732.6 


$29,017.2 


$27,791.9 


Plus: 














Debt 


$1,900.0 


$1,900.0 


$2,556 7 


$1,900.0 


$1,900.0 


$2,556.7 


Less: 














Cash and cash epuivalents 


1 906 7 


1 .850.4 


750 0 


1.906.7 


1.850.4 


750.0 


Short-term investments 


494.9 


494.9 


494 9 


494.9 


494.9 


494.9 


Consolidated Enterprise Value 


$21,769.4 


$22,046.3 


$22,853.6 


$28,231.0 


$28,571.9 


$29,103.7 


Revenue 


$6,687.3 


$8,029.2 


$9.1926 


$6,687.3 


$8,029.2 


$9,192.6 


EV / Revenue 


3^ 


2.7x 


2.5x 


4J2x 


3.6x 


3.2x 


Forward Revenue 


$8,0292 


$9.1926 


$10,362 5 


$8,029.2 


$9,192.6 


$10.362 5 


EV / Forward Revenue 


2.7x 


2.4x 


2.2x 


3.5x 


3.1x 


2.8x 


EBITDA 


$259.1 


$6170 


$1,052 7 


$259.1 


$617.0 


$1,052.7 


EV / EBITDA 


84.0X 


35.7X 


21.7X 


108.9X 


46.3x 


27.6x 


Forward EBITDA 


S617.0 


$1,052.7 


$1,534.4 


$617.0 


$1,052.7 


$1,534.4 


EV / Forward EBITDA 


35.3x 


20.9x 


14.9x 


45.8x 


27.1X 


19.0x 


Unlevered FCF 


($276 1) 


(S151 7) 


$153 0 


($276.1) 


($151.7) 


$153.0 


EV / Unlevered FCF 


(78.9x) 


(145.4x) 


149.3X 


(102.3x) 


(188.4x) 


190.2X 


FoHA/ard Unlevered FCF 


($151.7) 


$153.0 


$5566 


($151.7) 


$153.0 


$556.6 


EV / Fwd. Unlevered FCF 


(143.5X) 


144.1X 


41.1X 


(186.1X) 


186.7X 


52.3X 


FCF / share 


(S5.26) 


(S3 26) 


$1.34 


($5.26) 


($3.26) 


$1.3 


P/FCF 


(66.3X) 


(107.0X) 


259.4X 


(85.5X) 


(138.1X) 


334.7X 


Fwd FCF / share 


($3.26) 


$1,34 


S7.44 


($3.26) 


$1.34 


$7.4 


P / fwd FCF 


(107.0X) 


259.4X 


46.9X 


(138.1X) 


334.7X 


60.5X 


GAAP EPS 


$1 09 


$4.54 


$8.72 


$1 09 


$4.54 


$87 


P/E 


320.0X 


76Jx 


40.0X 


412.8X 


99.1X 


51 .6x 


FonA/ard GAAP EPS 


$4.54 


$8 72 


$13.41 


$4.54 


$8.72 


$13.4 


P/fwdE 




40.0X 


26.0X 


99.1X 


51 .6x 


33.6X 



Source: Morgan Stan ley Research estimates 
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Exhibit?: Netflix Annual International Subscriber Forecast 



International Streaming 


2013 


2014 


201 5E 


201 6E 


2017E 


201 8E 


201 9E 


2020E 


Base Case International SulMcribers 


10 930 


18.277 


27.784 


35.858 


42.716 


49.598 


55.842 


61.126 


y/yGroMh-% 


78 6% 


67 2% 


52 0% 


29 1% 


19 1% 


16 1% 


12 6% 


9 5% 


Net Sut>scriber Adds (sequential) 


4.809 


7.347 


9.507 


8.074 


6.8S8 


6.882 


6.244 


5.284 


y/y Growth • % 


12 8% 


52 8% 


29 4% 


(15 1%) 


(15 1%) 


0 3% 


(9 3%) 


(15 4%) 


International Penetration (Current Martcets) 


















HD-Capabl6 Broadband Households (>4Mbps) 


55 0 


1 12.6 




191.9 


202.7 


213.4 


223 8 


234.7 


% of Total Broadband Households 


49 1% 


625% 


64 0% 


65 0% 


66 2% 


67.3% 


684% 


69 6% 


Netflix Base Case Int'l Penetration - % 


19.9% 


16.2% 


15.5% 


18.7% 


21.1% 


23.2% 


25.0% 


26.0% 


Total Residential Broadband Households - Netflix Markets 


1122 


1801 


280 1 


2952 


306 1 


317 1 


327 1 


337 3 


% of Total Households 


28.5% 


37.6% 


46.5% 


48.4% 


49.7% 


51.0% 


52 2% 


53,3% 


Netflix Base Case Inn Penetration - % 


9.7% 


10.1% 


9.9% 


12.1% 


14.0% 


15.6% 


17.1% 


18.1% 


Penetration Growth 


340bp 


40bp 


-23bp 


223bp 


181bp 


169bp 


143bp 


105bp 


Total Households - Netflix Markets 


3930 


479.5 


6025 


6093 


6160 


621.9 


627 1 


6324 


y/y Growth - % 


38% 


22 0% 


25 7% 


11% 


1 1% 


f 0% 


0 8% 


08% 


iniemaiionai auuscnuerv ny Maniei 


















Canada Streaming Sut>scribers 


2.926 


3.764 


4.256 


4 469 


4 670 


4 857 


5051 


5 228 


% of Total International Subscribers 


26.8% 


20.6% 


15.3% 


125% 


10 9% 


9.8% 


90% 


8.6% 


UK & Ireland Streaming Subscnt>ers 


3-075 


4.887 


6.281 


6.752 


7.191 


7.587 


7.966 


8.364 


% of Total International Subscribers 


28 1% 


26 7% 


22 6% 


188% 


168% 


153% 


143% 


13.7% 


Latin America Streaming Subscht^ers 


3.432 


5.619 


7.535 


9.796 


11.755 


14.106 


16.222 


17.845 


% of Total International Subscnbers 


31 4% 


30.7% 


27.1% 


27 3% 


27 5% 


28 4% 


291% 


29 2% 


Nordics Streaming Sut>scrit)ers 


0 972 


1.737 


2.309 


2 587 


2 780 


2.920 


3 036 


3 158 


% of Total International Subscribers 


8.9% 


9.5% 


8.3% 


7.2% 


6.5% 


5.9% 


5.4% 


5.2% 


Belgium Streaming Subscrit>ers 




0.085 


0.222 


0.311 


0.373 


0.438 


0.504 


0.567 


% of Total International Subscribers 




05% 


08% 


09% 


09% 


09% 


09% 


09% 


Germany Streaming Sut)scnt>ers 




0.525 


1.660 


2 822 


3 951 


4.939 


5.680 


6 248 


% of Total International Subscrit>ers 




2.9% 


6 0% 


7 9% 


9 3% 


10 0% 


10 2% 


10 2% 


Austna Streaming Subscnbers 




0075 


0 156 


0 234 


0 304 


0 365 


0419 


0470 


% of Total International Subscribers 




0.4% 


0.6% 


07% 


0.7% 


0.7% 


0.8% 


0.8% 


Switzerland Streaming Subscnbers 




0.075 


0.170 


0.271 


0.380 


0.456 


0.501 


0.539 


% of Total International Sut>scribers 




0.4% 


06% 


08% 


09% 


0.9% 


09% 


09% 


France Streaming Subscnbers 




0.550 


1.423 


2206 


2978 


3722 


4 467 


4914 


% of Total Interr^tionai Subscnbers 




3.0% 


5 1% 


62% 


70% 


7.5% 


80% 


80% 


Other Streaming Subscnbers (inci Netherlands. Luxembourg) 


0525 


0960 


3771 


6410 


8333 


10 208 


11 995 


13 794 


% of Total Interrwitional Subscribers 


4.8% 


5.3% 


13.6% 


17 9% 


19 5% 


20.6% 


21 5% 


22.6% 


Total International Streaming Subs 


10.930 


18.277 


27.784 


35.858 


42.716 


49.598 


55.842 


61.126 



Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates. Note: Our estimates include market launches in Australia 
and New Zealand in 1Q15; Spain, Portugal, and Italy in 3Q15; as well as another 50mm in addressable broadband homes in 3Q15. 
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Exhibit 8: Netflix Quarterly Operating Forecast 



Netflix Inc | January 21, 2015 
MORGAN STANLEY RESEARCH 



Netflix, Inc. Model 




2014 






(USD millions) 


Q1 


Q2 


Q3 


Q4 


Domestic Streamina 










Total members at end of period 


35 67 


36.24 


37 22 


39.11 


Paid members at end of period 


34 38 


35 09 


36 27 


37 70 


% YoY growth 


23.2% 


22.6% 


21.2% 


78.9% 


Total Net Adds 


2.25 


0.57 


0.98 


1.90 


Paid Net Adds 


2.67 


0.71 


1.18 


1.43 


ARPPU 


S8 06 


S8 05 


S8 20 


S8 27 


Revenues 


$7986 


$838 2 


$877 2 


$917 4 


Cost of revenues 


$517 1 


$546 2 


$565 3 


$573 2 


Marketing 


$80 3 


$64.7 


S61 0 


$87 4 


Contribution profit 


$201.3 


$227.3 


$250.9 


$256.8 


% margin 


25.2% 


27.1% 


28.6% 


28 0% 


International Streamina 










Total members at end of period 


12 68 


13 80 


15.84 


18.28 


Paid members at end of penod 


11 76 


12 91 


14 39 


16 78 


% YoY growth 


85. 7% 


84.0% 


78.0% 


72.6% 


Total Net Adds 


1.75 


1.12 


2.04 


2.43 


Paid Net Adds 


2.03 


1.15 


1.48 


2.39 


ARPPU 


$8 14 


$8 27 


$849 


$8 17 


Revenues 


$267 1 


$307.5 


$345 7 


$387 8 


Cost of revenues 


$245 3 


$266 7 


$291 9 


$350 2 


Marketing 


$56 8 


$56 0 


S84 6 


3116 2 


Contribution profit 


-$35.0 


-$15.3 


-$30.9 


-$78.7 


% margin 


-13.1% 


-5.0% 


-8.9% 


-20.3% 


Domestic DVD 










Total members at end of period 


6 65 


6 26 


5 99 


5 77 


Paid members at end of period 


6 51 


6 17 


5 90 


5 67 


% YoY growth 


-16.8% 


-16.3% 


-15.9% 


-16.2% 


Total Net Adds 


(0.28) 


(0.39) 


(0.28) 


(0.22) 


Paid Net Adds 


(0.26) 


(0.34) 


(0.27) 


(0.23) 


ARPPU 


$1026 


S1024 


$10 31 


$10 35 


Revenues 


$2044 


$194.7 


$1866 


$1795 


Cost of revenues 


$1068 


$101.9 


$97.2 


$90.9 


Marketing 


$00 


soo 


SOO 


SOO 


Contribution profit 


$97.5 


$92.8 


$89.4 


$88.6 


% margin 


47.7% 


47.7% 


47.9% 


49 3% 



Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates 



201 5E 


Q1E 


Q2E 


Q3E 


Q4E 


40.91 


41.19 


42.05 


43 68 


39 79 


39 75 


40 58 


42 15 


15. 7% 


13.3% 


11.9% 


11.8% 


1.80 


0.28 


0.86 


1.63 


2.09 


(0.04) 


0.83 


1-57 


$8 37 


$8 36 


$8 40 


S8 43 


$972 7 


$997 3 


$1,012 3 


$1 .046 6 


$595 8 


$616 1 


$629 1 


$631 8 


S84 3 


S7^ 2 


S65 6 


S94 0 


$292.7 


$309.9 


$317 5 


$320.8 


30 1% 


31. 1% 


31.4% 


30 7% 


20 52 


22.49 


25.01 


27 78 


19 17 


21 18 


23 46 


26 01 


63.1% 


64.1% 


63.1% 


55.0% 


2.25 


1.96 


2.52 


2.77 


2.40 


2.01 


2.28 


2.55 


$7 67 


S7 76 


$7 84 


$7 93 


$422 1 


$469 7 


$522 4 


$588 3 


$395 6 


$417 6 


$553 3 


$535 8 


$88 1 


S81 3 


$148 1 


$180 2 


-$61.6 


-$29.1 


-$179.0 


-$127.7 


-14.6% 


-6.2% 


-34.3% 


-21.7% 


5 63 


5 35 


5 18 


506 


5 51 


5 24 


5 07 


4 96 


-15.3% 


-15.0% 


-14.0% 


-12.5% 


(0.14) 


(0.28) 


(0.17) 


(0.11) 


(0.15) 


(0.27) 


(0.17) 


(0.11) 


$10.31 


$10 29 


$10 36 


$1040 


$1730 


$166 1 


$1603 


$156 5 


S94 ' 






$113.7 








SOO 


$789 


$763 


$770 


$42.8 


45.6% 


46.0% 


48.0% 


27.3% 



10 



Netflix Inc | January 21, 2015 
MORGAN STANLEY RESEARCH 



Exhibits: Netflix Annual Operating Forecast 



(USD millions) 


2013 


2014 


201 5E 


2016E 


2017E 


2018E 


2019E 


2020E 


Domestic Streamino 


















Total members at end of period 


33.42 


39 11 


43.68 


46.17 


48.89 


51 21 


53.30 


55.24 


Paid members at end of period 


31,71 


37 70 


42.15 


44.32 


46.93 


49 42 


51.70 


53 59 


% YoY growth 


24.5% 


18.9% 


11.8% 


5.1% 


5.9% 


5.3% 


4.6% 


3.7% 


Total Net Adds 


6.27 


5.69 


4.57 


2.48 


2.72 


2.32 


2.08 


1.95 


Paid Net Adds 


6.24 


5.99 


4.46 


2.16 


2.61 


2.49 


2.28 


1.89 


ARPPU 


$7 97 


$8 14 


$8.39 


$8 85 


$909 


$9 34 


S9.59 


$9 85 


Revenues 


S2.751.4 


$3,431.4 


$4,028.9 


$4,593.3 


$4,978.0 


$5,398.1 


$5,818.1 


$6,221.4 


Cost of revenues 


SI. 863 4 


$2,201.8 


$2,472.9 


$2,774.0 


$2,934.5 


$3,101.4 


$3,258.9 


$3,406.6 


Marketing 


S265 2 


$293 5 


S315 1 


$334 0 


3344 0 


$354 3 


S361 4 


$368 6 


Contribution profit 


$622 8 


$936.2 


$1,241.0 


$1,485.4 


$1,699.5 


$1,942.4 


$2,197.8 


$2,446.1 


% margin 


22.6% 


27 3% 


30.8% 


32.3% 


34.1% 


36.0% 


37.8% 


39.3% 


International Streaminp 


















Total members at end of period 


10.93 


18.28 


27.78 


35.86 


42.72 


49 60 


55.84 


61.13 


Paid members at end of period 


9 72 


16.78 


26.01 


33 88 


40.37 


47 13 


53.35 


5840 


% YoY growth 


98.7% 


72.6% 


55.0% 


30.2% 


19.2% 


16.7% 


13.2% 


9.5% 


Total Net Adds 


4.81 


7.35 


9.51 


8.07 


6.86 


6.88 


6.24 


5.28 


Paid Net Adds 


4.83 


7.06 


9.24 


7.86 


6.49 


6.76 


6.22 


5.05 


ARPPU 


$8.06 


S8 27 


S7.81 


$8.09 


S8.32 


S8 52 


S8.72 


S8 93 


Revenues 


$712.4 


$1,308.1 


$2,002.5 


$2,844.4 


S3. 668.1 


$4,447.7 


$5,245.1 


$5,985.4 


Cost of revenues 


$782 3 


$1,154.1 


SI. 902 3 


$2,407.3 


S2.858 7 


$3,283.1 


S3.617 6 


$3,931 3 


Marketing 


S204 4 


$313 7 


S497 6 


$547 4 


S591 2 


$626 6 


$651 7 


$671 2 


Contribution profit 


-$274.3 


-$159.8 


-$397.4 


-$110.2 


$218.2 


$537.9 


$975.8 


$1,382.9 


% margin 


-38.5% 


-12.2% 


-19.8% 


-3.9% 


5.9% 


12.1% 


18.6% 


23.1% 


Domestic DVD 


















Total members at end of period 


6.93 


5 77 


5.06 


4.62 


4.33 


4.13 


3.96 


3.80 


Paid members at end of period 


6 77 


5 67 


4.96 


4 52 


4.24 


4 05 


3.88 


373 


% YoY growth 


-16.0% 


-16.2% 


-12.5% 


-8.8% 


-6.3% 


-4.6% 


-4.1% 


-3.9% 


Total Net Adds 


(1.29) 


(1.16) 


(0.70) 


(0.45) 


(0.29) 


(0.20) 


(0.17) 


(0.15) 


Paid Net Adds 


(1.28) 


(1.10) 


(0.71) 


(0.44) 


(0.28) 


(0.20) 


(0.17) 


(0.15) 


ARPPU 


$10.25 


S10.29 


$10.34 


S10 39 


$10.39 


$10.39 


$10.39 


S10 39 


Revenues 


$910.8 


$765.2 


S655.9 


$591.5 


$546.6 


$516.7 


$494.0 


$474.3 


Cost of revenues 


$471 5 


$396.9 


S380.9 


$353.3 


$335.1 


$322.6 


S312.9 


$303.6 


Marketing 


$0 3 


SO 0 


$0 0 


SCO 


$0 0 


soo 


$0 0 


SOO 


Contribution profit 


$439.0 


$368.3 


$275.0 


$238.2 


$211.4 


$194.1 


$181.2 


$170.7 


% margin 


48.2% 


48.1% 


41.9% 


40.3% 


38.7% 


37.6% 


36.7% 


36.0% 



Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates 
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Exhibit 10: Netflix Annual Content Obligations and Amortization 

Netflix. Inc. Model 



(USD millions) 


2013 


2014 


201 5E 


201 6E 


201 7E 


2018E 


2019E 


2020E 




Summarv of Streamlna Content Obliaations 1 


Less than one year (pre-restatement) 


















Less than one year (post-restatement) 


$2,9723 


$3.854 8 


$4.7143 


$5,226 5 


$5.6769 


$6,0706 


$6.4362 


$6,777 8 


Due after one year and through 3 years 


$3,266.9 


$4.3196 


$5.343 8 


$5,989.4 


$6.5085 


$6,958 1 


$7.3750 


$7.7668 


Due after 3 years and through 5 years 


$929 6 


$1 259 0 


SI 525 8 


$1,663 2 


S1 774 9 


$1,877 5 


SI. 978 1 


$2,075 5 


Due after 5 years 


$83 3 


S73 1 


$78 4 


S797 


$83 0 


$87 0 


$91 3 


$95 5 


Total Streaming Content Ot>ligations 


$7,252.2 


$9.506 5 


$11.662 4 


$12,958.7 


$14.043 4 


$14,993.3 


$15,880.7 


$16,715.7 


% YoY Growth 


29% 


31% 


23% 


11% 


8% 


7% 


6% 


5% 


Streaming Content Liabilities (on B/S) 


$3,121.6 


$3,714.7 


$4.3953 


$4,841.3 


$5,261 1 


$5,650.4 


$6,014.2 


$6,343.6 


Off-t>alance sheet Ot)ligations 


$4.1306 


$5,791 8 


$7,267 1 


$8.1174 


$8,782 3 


$9,3429 


$9.866 5 


$10.372 1 


Net New Streaming Content Oblig. (vs. prior year) 


$3.918 0 


$5.226 7 


$6.0107 


$6,010.7 


$6,311 2 


$6,626.8 


$6.958 1 


$7,271 2 


% YoY Growth 


55% 


334% 


15 0% 


0 0% 


50% 


5 0% 


5 0% 


4 5% 


% of BOP Content Obligations 


70% 


72% 


63% 


52% 


49% 


47% 


46% 


46% 




Pnor year YE streaming oljligations due in less than one year 


$2,299.6 


$2,972.3 


$3.8548 


$4,714.3 


$5.226 5 


$5,676.9 


$6.0706 


$6,436 2 


Additional cash spend from new streaming obligations 


$76.4 


$208.0 


$224.18 


$194.13 


$172.28 


$147.8 


$139 2 


$1454 


Additional as % of new streaming content obligations 


2.0% 


4.0% 


3.7% 


32% 


2.7% 


2.2% 


2.0% 


2.0% 


Net cash spend 


$2.3760 


$3.1803 


$4.0790 


$4.908 5 


$5.398 7 


$5,824 7 


$6.209 8 


$6,581 7 


Growth % 


35.5% 


33 9% 


28 3% 


20 3% 


10 0% 


7 9% 


6 6% 


6 0% 


Amortization as % of Net Cash Spend on Streaming Content 


89 3% 


83 5% 


87 3% 


88 3% 


904% 


92 9% 


94 3% 


95.4% 


Additions to streaming content library 


$3.049 8 


$3,773.5 


$4,759.5 


$5,354.5 


$5,818.6 


$6,214.0 


$6,573.6 


$6,911.1 


% YoY change 


21% 


24% 


26% 


f3% 


9% 


7% 


6% 


5% 


% of PY Off-Balance Sheet and CY New Obligations 


43% 


40% 


40% 


40% 


40% 


40% 


40% 


40% 


Inaease m Streaming Content Liabilities (on B/S) 


6738 


593 1 


680 6 


446 0 


4198 


389 3 


363 8 


329 4 


Net cash outflow on streaming content 


$2,376.0 


$3,180.3 


$4,079.0 


$4,908.5 


$5,398.7 


$5,824.7 


$6,209.8 


$6,581.7 


% YoY change 


36% 


34% 


28% 


20% 


10% 


8% 


7% 


6% 


Acquisition of DVD Content Library 


659 


74 8 


729 


71.1 


69 3 


676 


659 


642 


















1 


Amortization of Streaming Content Library 


$2,122.0 


$2,656.3 


$3,561.2 


$4,332.6 


$4.8780 


$5,411.9 


$5.854 8 


$6,277.2 


Domestic Streaming 


$1,420 1 


$1.646 9 


$1.8864 


$2.2084 


$2,340 0 


$2,4922 


$2.637 6 


$2,775.1 


International Streaming 


$701 9 


SI 009 4 


$1,674 7 


$2,124.2 


$2,5380 


$2,919.8 


$3,217.2 


$3,502 1 


Amortization of DVD Content Library 


71 3 


71 5 


72 9 


71 1 


69 3 


67 6 


65 9 


64 2 


Total Content AnK>rtization 


$2,193.3 


$2,727.8 


$3,634.1 


$4,403.7 


$4,947.3 


$5,479.5 


$5,920.7 


$6,341.5 



Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates 

Exhibit 11: Netflix Free Cash Flow 



(USD millions) 


2014 


201 SE 


201 6E 


201 7E 


2018E 


201 9E 


2020E 


2021 E 


Free Cash Flow 


















Reported EBITDA 


$456.7 


$259 1 


$617.0 


$1,052.7 


$1,534.4 


$2,165.7 


$2,767.9 


$3,265.8 


Cash Interest Expense 


(53.3) 


(87 6) 


(87.4) 


(1(J65) 


(170.2) 


(2444) 


(302.0) 


(345 0) 


Cash Taxes 


(112.6) 


(40.4) 


(175.6) 


(3320) 


(488.9) 


(698.8) 


(904.0) 


(1.075.1) 


Cash Spent on Programming (In Excess of Amort) 


(524.1) 


(517.8) 


(575.9) 


(520.8) 


(412.8) 


(354.9) 


(304.5) 


(231.8) 


Acqusitk)n of DVD content library (net of Amort) 


(3.3) 
















Capex 


(69.7) 


(73.7) 


(75.9) 


(78.2) 


(80.6) 


(83.0) 


(85.5) 


(88.0) 


Working Capital 


137 1 


1268 


888 


696 


680 


603 


565 


533 


Minonty Interest 


















Free Cash Flow 


($169.2) 


($333.7) 


($209.1) 


$84.9 


$450.0 


$844.9 


$1,228.5 


$1,579.2 


Growth 




97.2% 


-37 3% 


-1406% 


430 1% 


87 8% 


454% 


28 5% 


Average Fully Diluted Shares 


61.7 


634 


64.2 


63 1 


60 5 


579 


55.5 


533 


FCF per Share 


($2.74) 


($5.26) 


($3.26) 


$1.34 


$7.44 


$14.58 


$22.12 


$29.65 


Growth 


260% 


92% 


-38% 


NM 


453% 


96% 


52% 


34% 


FCF MultiDle Valuation 


















Implied Fwd FCF Multiple 


(77 6x) 


{138.6X) 


371.4X 


74.2X 


41.9X 


30.5x| 


25.2x| 




Fwd FCF/ Share 


(55 26) 


fS3 26) 


$1 34 


$7 44 


$14 58 


$22 12 


$29 65 




Implied NFLX Equity Value 


$408| 


S452| 


$499 


S552 


$611 


$676 


$747 




Cost of Equity 


10.6% 


10.6% 


10.6% 


10.6% 


10.6% 


10.6% 


10.6% 




YE Shares Out 


630 


639 


64.5 


61 8 


59.2 


567 


54.4 




YE equity value 


$25,725 5 


$28.832 2 


$32,204 3 


$34,113.9 


$36,1484 


$38,3165 


$40,6278 




Net Debt 


($7085) 


($501 6) 


($445.3) 


$1,311 8 


$2.7944 


$3.9797 


$4,885 1 




EV 


$25,017.0 


$28,330.6 


$31,759.0 


$35,425.8 


$38,942.8 


$42.2962 


$45,5129 




EV/fwd EBITDA 


96.5X 


45.9X 


30.2X 


23. 1x 


IB.Ox 


153x| 


13.9x| 




EV/fwd unlev fcf 


(90.ft() 


(1tt.7x) 


196.3X 


02^ 


38.4X 


29.4X 


25.0X 





Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates 
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Exhibit 12: Netflix Quarterly Income Statement 



(USD millions) 


Q1 


02 


03 


Q4 


Income Statement 


Revenues 


$1,270 


$1,340 


$1,409 


$1,485 


(-) Cost o( Revenues 


(869) 


(915) 


(954) 


(1.014) 


(-) Subscnption Expenses 


(784) 


(832) 


(870) 


(943) 


(-) Fulfillment Expenses 


(85) 


(83) 


(84) 


(71) 


Orou ProfM 


$401 


$426 


$465 


$470 


(-) MarKeting Expenses 


(137) 


(121) 


(146) 


(204) 


(-) Technology & Development Expenses 


(110) 


(115) 


(121) 


(126) 




(56) 


(60) 




t'o; 


(-) Legal Settlement 










(♦) Gain on Disposal of DVDs 


- 


- 


- 


- 


(-) Restructuring Charges 


- 


- 


- 


- 


Operating Income 


$98 


$130 


$110 


$65 


Adj. EBITDA (ex-SBC) 


$110 


$143 


$125 


$79 


(-) Interest Expertse 


(10) 


(13) 


(13) 


(13) 


('*') Interest & Other Income 


i 






(8) 


Pre-Tax income 


$89 


$117 


$98 


$46 


(♦/-) Tax Provision 


(36) 


(46) 


(38) 


38 


Nat Income 


$53 


$71 


$59 


$83 


{*) Diluted Shares 


62 


62 


62 


62 


EPS - GAAP 


$0.86 


$1.15 


$0.96 


$1.35 


Operating / Profitability Metrics 










Domestic Streaming Sut)scnber Growth 


22% 


22% 


20% 


17% 


Intemational Streaming Subscnt)ef Growth 


78% 


78% 


72% 


67% 


Domestic DVD Sut»cnl)er Growth 


(17%) 


(17%) 


(16%) 


(17%) 


Revenue Growth 


24% 


25% 


27% 


26% 


EPS - GAAP y/y Growth - % 


1,620% 


135% 


96% 


71% 


Gross Margin 


32% 


32% 


32% 


32% 


Operating Margin 


8% 


10% 


8% 


4% 


Subscnption as % of Revenue 


62% 


62% 


62% 


64% 


Fulftllmem as % of Revenue 


7% 


6% 


6% 


5% 


Marketing as % of Revenue 


11% 


9% 


10% 


14% 


Technology & Deveiopment as % of Revenue 


9% 


9% 


9% 


8% 


General & Administrative as % of Revenue 


4% 


4% 


6% 


5% 


Statutory Tax Rate 


40 3% 


39 5% 


39 2% 


-83 2% 


Period-End Shares 


60 


60 


60 


60 


Penod-End Diluted Shares 


62 


62 


62 


62 


Wtd Avg Basic Shares 


60 


60 


60 


60 


Wtd Avg Diluted Shares 


62 


62 


62 


62 





201 5E 






Q1E 


Q2E 


Q3E 


Q4E 




$1,568 


$1,633 


$1,695 


$1,791 


(1.085) 


(1.123) 


(1.266) 


(1.281)j 


(1.001) 

(85) 


(1.040) 

(83) 


(1.181) 

(85) 


(1.178) 

(104) 


$482 

(172) 
(136) 
(04) 


$510 

(152) 
(140) 
(82) 


$429 

(214) 
(145) 
(85) 


$510 

(274) 
(151) 
(90) 


$80 


$136 


($14) 


($5) 


$95 


$151 


$2 


$12 


(20) 
2 


(26) 
2 


(26) 
2 


(26) 
2 


$•2 

(23) 


$113 

(42) 


($37) 
14 


($28) 

10 


$39 

62 


$71 

63 


($23) 

62 


($18) 

62 


$•••3 


$1.13 


($0^38) 


(S0.29) 



15% 


14% 


13% 


12% 


62% 


63% 


58% 


52% 


(15%) 


(15%) 


(14%) 


(12%) 


23% 


22% 


20% 


21% 


(27%) 


(2%) 


(140%) 


(121%) 


31% 


31% 


25% 


28% 


5% 


8% 


(1%) 


(0%) 


64% 


64% 


70% 


66% 


5% 


5% 


5% 


6% 


11% 


9% 


13% 


15% 


9% 


9% 


9% 


8% 


6% 


9% 


5% 


5% 


37.0% 


37.0% 


37.0% 


37.0% 




00 


60 


61 


61 


62 


«2 


63 


63 


61 


61 


62 


62 


62 


63 


63 


63 



Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates 



13 



Morgan Stanley 

Exhibit 13: Netflix Annual Income Statement 



Netflix Inc | January 21, 2015 
MORGAN STANLEY RESEARCH 



Netflix. Inc. Model 
















Projections 


(USD millions) 


2013 


2014 


201« 


2oioe 


2017E 


201 BE 


201 9E 


2020E 


Income Staten>ent 


Revenues 


$4,375 


$5,505 


$6,687 


$8,029 


$9,193 


$10,362 


$11,557 


$12,681 


(-) Cost of Revenues 


(3.122) 


(3.753) 


(4.756) 


(5,535) 


(6.128) 


(6.707) 


(7,189) 


(7.642)1 


(-) Subscnption Expenses 


(2.844) 


(3.428) 


(4,399) 


(5,147) 


(5713) 


(6 265) 


(6,721) 


(7 151)' 


(-) Fulfillment and Other Expenses 


(279) 


(324) 


(357) 


(388) 


(415) 


(442) 


(468) 


(491) 


Gross Profit 


$1.2S2 


$1,752 


$1,931 


$2,495 


$3,064 


$3,655 


$4,368 


$5,040 


(-) Marketing Expenses 


(467) 


(607) 


(813) 


(881) 


(935) 


(981) 


(1.013) 


(1.040) 


(-) Technology & Development Expenses 


(979) 


(472) 


(572) 


(662) 


(712) 


(751) 


(780) 


(812) 


(-) General & Administrative Expenses 


(m 


(270) 


(350) 


(401) 


(437) 


(466) 


(491) 


(507) 


(-) Legal Settlement 


















(+) Gain on Disposal of DVDs 


z 


z 














(-) Restructunng Charges 


_ 


_ 


_ 


_ 


_ 


_ 


_ 


_ 


Operating income 


1226 


$403 


$197 


$649 


$900 


$1<467 


$2,063 


$2^1 


EBITDA 


$276 


$467 


ttoo 


H17 


$1,063 


$1,634 


$2,166 


$^766] 


(-) Interest Expense 


(29) 


(50) 


(97) 


(103) 


(122) 


(183) 


(260) 


(320) 


(♦) Interest & Other Income 


(28) 


(3) 


9 


15 


15 


13 


16 


18 


Pre-Tax Income 


$169 


$349 


$109 


$462 


$874 


$1 ,287 


$1,839 


$2,379 


(+/-) Tax Provision 


(59) 


(83) 




(171) 


(323) 


(476) 


(680) 


(880) 




$110 


$267 


$69 


$291 


**63 


$811 


$1,159 


$1,499 


L/iiuieu onares 


















EPS - GAAP 




■ 




$1^ 


iT^ — 

.64 




$i~i? — 

13.41 




20.00 


— 

$26.98 




















Domestic Streaming Subscnt}er Growth 


23% 


17% 


12% 


6% 


6% 


5% 


4%~ 


4%~ 


International Streaming Subscriber Growth 


79% 


67% 


S2% 


29% 


19% 


16% 


13% 


9% 


Domestic DVD Subscnber Growth 


(16%) 


(17%) 


(12%) 


(9%) 


(6%) 


(5%) 


(4%) 


(4%) 


Revenue Growth 


21% 


26% 


21% 


20% 


14% 


13% 


12% 


10% 


EPS - GAAP y/y Growth - % 


507% 


137% 


(75%) 


317% 


92% 


54% 


49% 


35% 


Gross Margin 


29% 


32% 


29% 


31% 


33% 


35% 


38% 


40% 


Operating Margin 


5% 


7% 


3% 


7% 


11% 


14% 


18% 


21% 


Subscnpbon as % of Revenue 


00% 


02% 


00% 


04% 


02% 


00% 


58% 


56% 


Fulfillment as % of Revenue 


0% 


0% 


0% 


8% 


9% 


4% 


4% 


4% 


Marketing as % of Revenue 


11% 


11% 


12% 


11% 


10% 


9% 


9% 


8% 


Technology & Development as % of Revenue 


9% 


9% 


9% 


8% 


8% 


7% 


7% 


6% 


General & Administrative as % of Revenue 


4% 


5% 


5% 


5% 


5% 


5% 


4% 


4% 


Effective tax rate 


34.7% 


23.6% 


37.0% 


37% 


37% 


37% 


37% 


37% 


Period-End Basic Shares 


60 


60 


61 


61 


50 


SO 


54 


51 


Period-End Diluted Shares 


02 


09 


04 


04 


02 


00 


57 


54 


Wtd Avg Baste Shares 


60 


00 


00 


01 


00 


57 


55 


52 


WId Avg Diluted Shares 


01 


02 


63 


04 


09 


00 


58 


56 



Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates 
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Netflix. Inc. Mo<M Projections 



(USD millions) 




2013 


2014 


201 5E 


201 6E 


2017E 


201 8E 


2019E 


2020E 


Balance Sheet 


Assets: 




















Cash & Cash Equivalents 


$605 


$1,114 


$1,907 


$1,850 


$750 


$750 


$750 


$750 


Short-Term Investments 


595 


495 


495 


495 


495 


495 


495 


495 


Current Content 


Library. Net 


1.706 


2.126 


3.564 


3.462 


3.982 


4.514 


4.936 


5.342 


Prepaid Content 




34 


46 


53 


54 


55 


56 


57 


58 


Other Current Assets 


118 


160 


160 


?0? 


?3R 


?7-1 


31 1 




Total Current Assets 


$3,059 


$3,940 


$6,179 


$6,063 


$5,520 


$6,089 


$6,549 


$6,991 


Content Library. 


Net 


2,091 


2,773 


2,533 


3,656 


4,077 


4,346 


4,645 


4.673 


Net PP&E 




134 


190 


161 


163 


109 


172 


173 


171 


Deferred Income Taxes 


129 


193 


193 


196 


206 


219 


238 


261 


Other Non-Current Assets 


_ 




_ 


_ 


_ 


_ 


_ 


_ 


Total Assets 

1 




$5,413 


$7,057 


$9,067 


$10,081 


$9,973 


$10,828 


$11,604 


$12,296 


Liabilities: 




















Content Liabilities 


$1,776 


$2,117 


$2,589 


$2,871 


$3,118 


$3,334 


$3,535 


$3,723 


Accounts Payable 


106 


202 


252 


293 


324 


355 


381 


404 


Accrued Expenses 


64 


70 


84 


97 


106 


115 


123 


130 


Current Portion ( 


of Lease Financing Obligations 














_ 


_ 


Deferred Revenue 


216 


275 


331 


r'QR 




sn 




628 


ToUl Current Uabilities 


$2,1S4 


$2,663 


$3,257 


$3,658 


$4,004 


$4,318 


$4,611 


$4,885 


Long-Term Debl 




500 


900 




1.900 


2.SS7 


4,039 


5.225 


6.130 


Lease Financing 


1 Obligations 


















Non-Current Content Liabilities 


1.346 


1.576 


1.784 


1.949 


2.121 


2,294 


2.457 


2.599 


Other Non-Current Liabilities 


79 


60 


72 


83 


92 


99 


106 


111 


Total Liabilities 




$4,079 


$5,199 


$7,013 


$7,591 


$8,774 


$10,751 


$12,399 


$13,726 


Shareholders' 1 


Equity: 


















Preferred Equity 




$- 


$- 


1- 


$- 


$- 


$- 


$- 


$-^ 


Common Equity 




778 






1.189 


(653) 


(2,585) 


(4,615) 


(6.749) 


AOC Income / (Loss) 


4 


(4) 


(4) 


(4) 


(4) 


(4) 


(4) 


(4) 


Retained Earnings 


552 


819 


1.015 


1.306 


1.856 


2,667 


3,826 


5.324 


Total Shareholders' Equity 


$1,334 


$1,858 


$2,053 


$2,491 


$1,199 


$77 


($794) 


($1,430) 


Total Liabilities & Shareholders' Equity 


$5,413 


$7,057 


$9,067 


$10,081 


$9,973 


$10,828 


$11,604 


$12,296 



Source:Companydata, Morgan Stanley Research. E = Morgan Stanley Research estimates 
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Netflix. Inc. Modtl Projections 



(USD millions) 


2013 


2014 


201 5E 


2016E 


2017E 


201 8E 


201 9E 


2020E 


Cash Flow Statement 


Ooeratina Cash Flow: 


















Net lncx)me 


$110 


$267 


$69 


$291 


$550 


$811 


$1,159 


$1,499 


Additions to Streaming Content Library 


(3.050) 


(3.773) 


(4.760) 


(5.354) 


(5.819) 


(6,214) 


(6.574) 


(6.911) 


Change in Streaming Content Liabilities 


674 


593 


681 


446 


420 


389 


364 


329 


Amortization of Streaming Content Library 


2,122 


2.656 


3.561 


4,333 


4,878 


5,412 


5.855 


6.277 


Amortization of DVD Content Library 


71 


71 


73 


71 


88 


88 


66 


64 


Amortization of Content Library 


_ 


_ 




_ 








_ 


Depreaation & Amortization of PP&E & Intangibles 


48 


84 


82 


88 


73 


78 


82 


87 


Stock-Based Compensation 


73 


118 


127 


146 


188 


187 


175 


181 


Excess Tax Benefit from Exerase of Stock Options 


(82) 


(89) 














Amortization of Intangible Assets 






_ 


_ 


_ 


_ 


_ 


_ 


Other Non-Cash Income 


30 


15 


_ 


_ 


_ 


_ 


_ 


_ 


Deferred Income Taxes 


(22) 


(30) 




(5) 


(9) 


(13) 


(18) 


(24) 


Funds from Operations (FFO) 


($24) 


($121) 


($187) 


($4) 


$321 


$698 


$1,108 


$1,503 


Changes in Working Capital: 


















Prepaid Content 


129 


8- 


(87) 


01) 


(31) 


($1) 


($1) 


($1) 


Other Current Assets 


38 


m 




(42) 


(36) 


(36) 


(37) 


(35) 


Accounts Payable 


18 


84 


60 


41 


31 


31 


26 


24 


Accrued Expenses 


2 


56 


14 


13 


10 


9 


7 


7 


Deferred Revenue 


46 


59 


57 


66 


58 


58 


59 


56 


Other Non-Current Assets & Liabilities 


(9) 


(52) 


12 


11 


8 


8 


6 


6 


Changes in Working Capital 


$120 


$137 


$127 


$89 


$70 


$68 


$60 


$56 


Operating Cash Flow 


$96 


$16 


($60) 


$84 


$390 


$766 


$1,169 


$1,560 


Investing Cash Flow: 


















Acquisition of DVD Content Lit>rary 


(186) 


(ITS) 


(173) 


(71) 


m 


(68) 


(66) 


(64) 


Purchases of Short-Term Investments 


(890) 


(427) 














Proceeds from Sale of Short-Term Investments 


348 


388 


_ 


_ 


_ 


_ 


_ 


_ 


Proceeds from Maturities of Short-Term lnvestnf>ents 


81 


142 














Capex 


(54) 


(70) 


(74) 


(76) 


(78) 


(81) 


(83) 


(85) 


Other Assets 


6 


1 














Investing Cash Flow 


($256) 


($43) 


($147) 


($147) 


($148) 


($148) 


($149) 


($150) 


Financing Cash Flow: 


















Pnncipal Payments of Lease Financing Obligations 


di) 


(16) 


$- 


$- 


$- 


$- 


$- 


$- 


Proceeds from Issuance of Common Stock 


126 


81 














Excess Tax Benefit from Exerase of Stock Options 


82 


88 














Repurchase of Common Equity 










(2.000) 


(2.100) 


(2.205) 


(2.315) 


Ctianges in Debt 


271 


400 


1.000 




657 


1.483 


1,185 


905 


Financing Cash Flow 


$476 


$542 


$1,000 


$- 


($1,343) 


($617) 


($1,020) 


($1,410) 


Effects of FX / Other 


fl3) 


98) 


8- 


88 


8- 


8- 


$- 


$- 


Beginning Cash 


$290 


$603 


$1,114 


$1,907 


$1,850 


$750 


$750 


$750 


(♦/-) Net Changes in Cash 


313 


511 


793 


(56) 


(1.100) 


0 


0 


(0) 


(♦/-) Restatements / Adjustments (pre-10-Q / K) 


















Ending Cash 


$603 


$1,114 


$1,907 


$1,850 


$750 


$750 


$750 


$750 



Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates 



16 



Morgan Stanley 



Netflix Inc | January 21, 2015 
MORGAN STANLEY RESEARCH 



Disclosure Section 

The information and opinions in IVIorgan Stanley Research \N&re prepared by IVIorgan Stanley & Co. LLC, and/or Morgan Stanley C.T.V.M. S.A., and/or 
Morgan Stanley Mexico, Casa de Bolsa, S.A. de C.V., and/or Morgan Stanley Canada Limited. As used in this disclosure section, "Morgan Stanley" 
includes Morgan Stanley & Co. LLC, Morgan Stanley C.T.V.M. S.A., Morgan Stanley Mexico, Casa de Bolsa, S.A. de C.V., Morgan Stanley Canada 
Limited and their affiliates as necessary. 

For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the Morgan 
Stanley Research Disclosure Website at \aaaaa/. morganstanley.com/researchdisclosures, or contact your in\estment representati\e or Morgan Stanley 
Research at 1585 Broadway, (Attention: Research Management), New York, NY, 10036 USA. 

For \aluation methodology and risks associated with any price targets referenced in this research report, please contact the Qient Support Team as follows: 
US/Canada +1 800 303-2495; Hong Kong +852 2848-5999; Latin America +1 718 754-5444 (U.S.); London +44 (0)20-7425-8169; Singapore +65 6834-6860; 
Sydney +61 (0)2-9770-1505; Tokyo +81 (0)3-6836-9000. Altemati\^ly you may contact your in\^stment representati\^ or Morgan Stanley Research at 1585 
Broadway, (Attention: Research Management), New York, NY 10036 USA. 

Analyst Certification 

The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and that 
they ha\^ not recei\^ and will not recei\^ direct or indirect compensation in exchange for expressing specific recommendations or views in this report: 
Benjamin Swinburne. 

Unless otherwise stated, the individuals listed on the co\^r page of this report are research analysts. 

Global Research Conflict Management Policy 

Morgan Stanley Research has been published in accordance with our conflict management policy, which is a\ailable at 
vwwv. morganstanley.com/institutional/research/conflictpolicies. 

Important US Regulatory Disclosures on Subject Companies 

As of December 31, 2014, Morgan Stanley beneficially owned 1% or more of a class of common equity securities of the following companies co\^red in 
Morgan Stanley Research: 21st Century Fox, CBS Corporation, Dreamwori<s Animation SKG, Inc., Facebook Inc, Google, Interpublic Group, Lamar 
Ad\^rtising Co., Netflix Inc, News Corporation, OUTFRONT MEDIA INC, Pandora Media Inc., TTie Madison Square Garden, Inc., Time Warner Inc., Twitter 
Inc. 

Within the last 12 months, Morgan Stanley managed or co-managed a public offering (or 144A offering) of securities of 21st Century Fox, CBS Corporation, 
Google, Interpublic Group, Netflix Inc, OUTFRONT MEDIA INC, Time Warner Inc., Twitter Inc, Viacom, Walt Disney Co. 

Within the last 12 months, Morgan Stanley has received compensation for in\estment banking services fi^om 21st Century Fox, CBS Corporation, Facebook 
Inc, Google, Interpublic Group, Netflix Inc, OUTFRONT MEDIA INC, Time Wamer Inc., Twitter Inc, Viacom, Walt Disney Co. 

In the next 3 months, Morgan Stanley expects to recei\^ or intends to seek compensation for in\astment banking services fi'om 21st Century Fox, AMC 
Networi<s, Inc., CBS Corporation, Cinemari< Holdings, Inc., Disco\^ry Communications, Dreamwori<s Animation SKG, Inc., Facebook Inc, Google, 
Interpublic Group, Lamar Advertising Co., Netflix Inc, News Corporation, Omnicom Group Inc., OUTFRONT MEDIA INC, Pandora Media Inc., Regal 
Entertainment Group, Scripps Networi<s lnteracti\^, Starz, The Madison Square Garden, Inc., Time Wamer Inc., Twitter Inc, Viacom, Walt Disney Co. 
Within the last 12 months, Morgan Stanley has recei\od compensation for products and services other than investment banking services fi'om 21st Century 
Fox, AMC Networi<s, Inc., CBS Corporation, Qnemari^ Holdings, Inc., Disco\^ry Communications, Facebook Inc, Google, Interpublic Group, Lamar 
Advertising Co., News Corporation, OLTFRONT MEDIA INC, Pandora Media Inc., Regal Entertainment Group, Starz, The Madison Square Garden, Inc., 
Time Wamer Inc., Twitter Inc, Viacom, Walt Disney Co. 

Within the last 12 months, Morgan Stanley has provided or is providing investment banking services to, or has an investment banking client relationship 
with, the following company: 21st Century Fox, AMC Networi<s, Inc., CBS Corporation, anemari< Holdings, Inc., Disco\^ry Communications, Dreamwori<s 
Animation SKG, Inc., Facebook Inc, Google, Interpublic Group, Lamar Ad\^rtising Co., Netflix Inc, News Corporation, Omnicom Group Inc., OUTFRONT 
MEDIA INC, Pandora Media Inc., Regal Entertainment Group, Scripps Networi<s lnteracti\^, Starz, The Madison Square Garden, Inc., Time Wamer Inc., 
Twitter Inc, Viacom, Walt Disney Co. 

Within the last 12 months, Morgan Stanley has either pro\ided or is pro\iding non-in\estment banking, securities-related ser\ices to and/or in the past has 
entered into an agreement to pro^de services or has a client relationship with the following company: 21st Century Fox, AMC Networi<s, Inc., CBS 
Corporation, Cinemari< Holdings, Inc., Disco\^ry Communications, Facebook Inc, Google, Interpublic Group, Lamar Ad\^rtising Co., Netflix Inc, News 
Corporation, OUTFRONT MEDIA INC, Pandora Media Inc., Regal Entertainment Group, Starz, The Madison Square Garden, Inc., Time Wamer Inc., Twitter 
Inc, Viacom, Walt Disney Co. 

An employee, director or consultant of Morgan Stanley is a director of Facebook Inc. This person is not a research analyst or a member of a research 
analyst's household. 

Morgan Stanley & Co. LLC makes a mari<et in the securities of 21st Century Fox, AMC Networi<s, Inc., CBS Corporation, Cinemark Holdings, Inc., 
Disco\^ry Communications, Dreamwori<s Animation SKG, Inc., Facebook Inc, Google, Interpublic Group, Lamar Ad\^rtising Co., Netflix Inc, News 
Corporation, Omnicom Group Inc., Pandora Media Inc., Regal Entertainment Group, Scripps Networi<s Interactive, Starz, The Madison Square Garden, Inc., 
Time Wamer Inc., Twitter Inc, Viacom, Walt Disney Co. 

The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research ha\^ recei\^d compensation based upon 
\arious factors, including quality of research, in\^tor client feedback, stock picking, competiti\^ factors, firm re\^nues and o\^rall in\^stment banking 
re\^nues. 

Morgan Stanley and its affiliates do business that relates to companies/instruments co\^red in Morgan Stanley Research, including mari<et making, 
providing liquidity and specialized trading, risk ariDitrage and other proprietary trading, fijnd management, commercial banking, extension of credit, 
in\^stment services and in\^stment banking. Morgan Stanley sells to and buys fi'om customers the securities/instruments of companies co\ered in Morgan 
Stanley Research on a principal basis. Morgan Stanley may ha\^ a position in the debt of the Company or instruments discussed in this report. 
Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions. 
STOCK RATINGS 

Morgan Stanley uses a relati\^ rating system using terms such as 0\^nA/eight, Equal-weight, Not-Rated or Underweight (see definitions below). Morgan 
Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of 
buy, hold and sell. ln\^stors should carefijily read the definitions of all ratings used in Morgan Stanley Research. In addition, since Morgan Stanley 
Research contains more complete information concerning the analyst's views, in\^tors should carefijily read Morgan Stanley Research, in its entirety, and 
not infer the contents fi^m the rating alone. In any case, ratings (or research) should not be used or relied upon as in\^tment advice. An inN^tor's decision 
to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and other considerations. 

Global Stock Ratings Distribution 

(as of December 31 , 2014) 

For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside our 
ratings of Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. 
0\erweight, Equal-weight, Not-Rated and Underweight are not the equi\alent of buy, hold, and sell but represent recommended relative weightings (see 
definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy recommendation; we correspond 

17 



Morgan Stanley 

Equal-\A/eight and Not-Rated to hold and Underweight to sell recommendations, respectively. 



Netflix Inc | January 21, 2015 
MORGAN STANLEY RESEARCH 





COVERAGE UNIVERSE 


INVESTIVIENT BANKING CLIENTS (IBC) 


STOCK RATING CATEGORY 


COUNT 


% OF TOTAL 


COUNT 


% OF TOTAL 


% OF RATING 










IBC 


CATEGORY 


Overweight/Buy 


1156 


35% 


328 


42% 


28% 


Equal-weight/Hold 


1439 


44% 


354 


45% 


25% 


Not-Rated/Hold 


107 


3% 


17 


2% 


16% 


UndenA/eight/Sell 


589 


18% 


84 


11% 


14% 


TOTAL 


3,291 




783 







Data include common stock and ADRs currently assigned ratings. In\^stment Banking Qients are companies from whom Morgan Stanley recei\^ 
in\^stment banking compensation in the last 12 months. 
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to Matrix at http://www.morganstanley.conn/matrix. 

Any access and/or use of Morgan Stanley Research is subject to Morgan Stanley's Terms of Use (http://www.morganstanley.conn/terms.html). By 
accessing and/or using Morgan Stanley Research, you are indicating that you ha\^ read and agree to be bound by our Terms of Use 
(http://www.morganstanley.conn/terms.html). In addition you consent to Morgan Stanley processing your personal data and using cookies in accordance 
with our Pri\acy Policy and our Global Cookies Policy (http://www.morganstanley.conn/pri\acy jDledge.html), including for the purposes of setting your 
preferences and to collect readership data so that we can deli\^r better and more personalized service and products to you. To find out more information 
about how Morgan Stanley processes personal data, how we use cookies and how to reject cookies see our Pri\acy Policy and our Global Cookies Policy 
(http://www. morganstani ey . conn/pri\acy jdI edge, html ). 

If you do not agree to our Temns of Use and/or if you do not wish to provide your consent to Morgan Stanley processing your personal data or using cookies 
please do not access our research. 

Morgan Stanley Research does not provide individually tailored in\^stment advice. Morgan Stanley Research has been prepared without regard to the 
circumstances and objecti\^s of those who recei\^ it. Morgan Stanley recommends that in\^stors independently e\aluate particular in\^stments and 
strategies, and encourages in\^stors to seek the advice of a financial adviser. The appropriateness of an in\^stment or strategy will depend on an inN^tor's 
circumstances and objecti\^s. The securities, instruments, or strategies discussed in Morgan Stanley Research may not be suitable for all in\^stors, and 
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certain in\^tors may not be eligible to purchase or participate in some or all of them. Morgan Stanley Research is not an offer to buy or sell or the 
solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy. Tlie \alue of and income from your 
in\estments may \ary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market 
indexes, operational or financial conditions of companies or other factors. There may be time limitations on the exercise of options or other rights in 
securities/instruments transactions. Past performance is not necessarily a guide to fijture performance. Estimates of fijture performance are based on 
assumptions that may not be realized. If provided, and unless otherwise stated, the closing price on the co\^r page is that of the primary exchange for the 
subject company's securities/instruments. 

TTie fixed income research analysts, strategists or economists principally responsible for the preparation of Morgan Stanley Research ha\^ recei\^d 
compensation based upon \arious factors, including quality, accuracy and value of research, firm profitability or re\^nues (which include fixed income trading 
and capital markets profitability or re\^nues), client feedback and competiti\^ factors. Fixed Income Research analysts', strategists' or economists' 
compensation is not linked to investment banking or capital markets transactions performed by Morgan Stanley or the profitability or revenues of particular 
trading desks. 

The "Important US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan 
Stanley owns 1% or more of a class of common equity securities of the companies. For all other companies mentioned in Morgan Stanley Research, 
Morgan Stanley may ha\^ an in\^stment of less than 1% in securities/instruments or deri\ati\^ of securities/instruments of companies and may trade them 
in ways different from those discussed in Morgan Stanley Research. Employees of Morgan Stanley not inMDl\^d in the preparation of Morgan Stanley 
Research may ha\^ in\^stments in securities/instruments or deri\ati\^ of securities/instruments of companies mentioned and may trade them in ways 
different from those discussed in Morgan Stanley Research. Deri\ati\^s may be issued by Morgan Stanley or associated persons. 
With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes e\^ry effort to 
use reliable, comprehensi\^ information, but we make no representation that it is accurate or complete. We ha\^ no obligation to tell you when opinions or 
information in Morgan Stanley Research change apart from when we intend to discontinue equity research co\^rage of a subject company. Facts and views 
presented in Morgan Stanley Research ha\^ not been renewed by, and may not reflect information known to, professionals in other Morgan Stanley 
business areas, including in\estment banking personnel. 

Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the 
company of associated expenses unless pre-appro\^d by authorized members of Research management. 

Morgan Stanley may make in\^tment decisions or take proprietary positions that are inconsistent with the recommendations or mows in this report. 
To our readers in Taiwan: Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such 
information is for your reference only. The reader should independently e\aluate the in\^stment risks and is solely responsible for their investment decisions. 
Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without the express written consent of Morgan 
Stanley. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation 
or a solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments. To our readers in 
Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated activities 
in Hong Kong. If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representati\es. 
Morgan Stanley is not incorporated under PRC law and the research in relation to this report is conducted outside the PRC. Morgan Stanley Research does 
not constitute an offer to sell or the solicitation of an offer to buy any securities in the PRC. PRC investors shall have the relevant qualifications to invest in 
such securities and shall be responsible for obtaining all relevant approvals, licenses, verifications and/or registrations from the relevant govemmental 
authorities themselves. 

Morgan Stanley Research is disseminated in Brazil by Morgan Stanley C.T.V.M. S.A.; in Japan by Morgan Stanley MUFG Securities Co., Ltd. and, for 
Commodities related research reports only, Morgan Stanley Capital Group Japan Co., Ltd; in Hong Kong by Morgan Stanley Asia Limited (which accepts 
responsibility for its contents) and by Bank Morgan Stanley AG, Hong Kong Branch; in Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration 
number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of 
Singapore (which accepts legal responsibility for its contents and should be contacted with respect to any matters arising from, or in connection with, 
Morgan Stanley Research) and by Bank Morgan Stanley AG, Singapore Branch (Registration number T1 1 FC0207F); in Australia to "wholesale clients" 
within the meaning of the Australian Corporations Act by Morgan Stanley Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services 
license No. 233742, which accepts responsibility for its contents; in Australia to "wholesale clients" and "retail clients" within the meaning of the Australian 
Corporations Act by Morgan Stanley Wealth Management Australia Pty Ltd (A. B.N. 19 009 145 555, holder of Australian financial services license No. 
240813, which accepts responsibility for its contents; in Korea by Morgan Stanley & Co International pic, Seoul Branch; in India by Morgan Stanley India 
Company Private Limited; in Indonesia by PT Morgan Stanley Asia Indonesia; in Canada by Morgan Stanley Canada Limited, which has approved of and 
takes responsibility for its contents in Canada; in Germany by Morgan Stanley Bank AG, Frankfijrt am Main and Morgan Stanley Private Wealth 
Management Limited, Niederlassung Deutschland, regulated by Bundesanstalt fijer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, 
S.V., S.A., a Morgan Stanley group company, which is supervised by the Spanish Securities Markets Commission (CNMV) and states that Morgan Stanley 
Research has been written and distributed in accordance with the rules of conduct applicable to financial research as established under Spanish 
regulations; in the US by Morgan Stanley & Co. LLC, which accepts responsibility for its contents. Morgan Stanley & Co. International pic, authorized by 
the Prudential Regulatory Authority and regulated by the Financial Conduct Authority and the Prudential Regulatory Authority, disseminates in the UK 
research that it has prepared, and approves solely for the purposes of section 21 of the Financial Ser\/ices and Markets Act 2000, research which has been 
prepared by any of its affiliates. Morgan Stanley Private Wealth Management Limited, authorized and regulated by the Financial Conduct Authority, also 
disseminates Morgan Stanley Research in the UK. Private UK investors should obtain the advice of their Morgan Stanley & Co. International pIc or Morgan 
Stanley Private Wealth Management representative about the investments concerned. RMB Morgan Stanley (Proprietary) Limited is a member of the JSE 
Limited and regulated by the Financial Services Board in South Afilca. RMB Morgan Stanley (Proprietary) Limited is a joint venture owned equally by 
Morgan Stanley International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand Limited. 
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International pIc (DIFC Branch), regulated by the Dubai 
Financial Services Authority (the DFSA), and is directed at Professional Qients only, as defined by the DFSA. The financial products or financial services to 
which this research relates will only be made available to a customer who we are satisfied meets the regulatory criteria to be a Professional Qient. 
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. Intemational pic (QFC Branch), regulated by the Qatar 
Financial Centre Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail 
Customers as defined by the QFCRA. 

As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of 
investment advisory activity. Investment advisory service is provided exclusively to persons based on their risk and income preferences by the authorized 
firms. Comments and recommendations stated here are general in nature. These opinions may not fit to your financial status, risk and retum preferences. 
For this reason, to make an investment decision by relying solely to this information stated here may not bring about outcomes that fit your expectations. 
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no 
warranties or representations relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages 
relating to such data. The Global Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and S&P. Morgan Stanley 
Research or portions of it may not be reprinted, sold or redistributed without the written consent of Morgan Stanley. 
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley. 
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INDUSTRY COVERAGE: Media 



CXDMPANYCnCKB^ 


RATINGCASOF) 


PRICP (01/20/2015) 


Andrew McLeod 






News Corporation (NWSAO) 


NA(09/30/2014) 


$14.93 



Benjamin Swinburne, CFA 



21st Century Fox (FOXAO) 


0(08/05/2014) 


$34.12 


CBS Corporation (CBS.N) 


0(07/20/2009) 


$55.47 


Discovery Communications (DISCK.O) 


E (07/20/2009) 


$28.23 


Interpublic Group (IPG.N) 


E (01/1 1/2013) 


$19.79 


Lamar Advertising Co. (LAIVR.O) 


E (07/30/2014) 


$55.43 


Netflix Inc (NFLXO) 


0(06/17/2014) 


$348.80 


Omnicom Group Inc. (OMC.N) 


E (05/28/2014) 


$73.74 


OUTFRONT IVEDIAINC (OUT.N) 


E (07/30/2014) 


$26.83 


Pandora Media Inc. (P.N) 


E (06/18/2014) 


$15.67 


Scripps Networks Interactive (SNI.N) 


U (01/25/2013) 


$71.74 


Time Warner Inc. (TWXN) 


E (01/20/2015) 


$80.35 


Viacom {\APB.O) 


U (01/20/2015) 


$66.36 


Walt Disney Co (DIS.N) 


E (09/19/2013) 


$94.74 



Ryan Fiftal 

AMC Networks, Inc. (AMCXO) 
Cinemark Holdings, Inc. (CNK.N) 
Dreamworks Animation SKG, Inc. (DWAO) 
Regal Entertainment Group (RGC.N) 
Starz(STRZAO) 

The Madison Square Garden, Inc. (MSOO) 



E (03/21/2014) $63.02 

E (04/23/2014) $35.79 

0(11/26/2014) $20.56 

++ $19.78 

0(01/20/2015) $28.60 

E (11/13/2014) $73.10 



Stock Ratings are subject to change. Please see latest research for each company. 
* Historical prices are not split adjusted. 



INDUSTRY COVERAGE: Internet Media 



COMPANY (TICKB^ RATINGCAS OF^ PRICP (01/20/2015) 

Benjamin Swinburne, CFA 

Facebook Inc (FB.O) O (1 1/03/2014) $76.24 

Google (GOOGLO) E (11/03/2014) $509.94 

Twitter Inc (TWrR.N) E (11/03/2014) $37.57 



Stock Ratings are subject to change. Please see latest research for each company. 
* Historical prices are not split adjusted. 
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